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Methods and Standards for Establishing Payment
Rates--

Inpatient Hospital Care 


(1) 	The State Agency will pay for inpatient hospital services provided to eligi
ble recipients of medical assistance through the use of that are 
reasonable and adequate to meet the costs that ,nust be incurred by effi
ciently and economically operated hospitals to provide servicesin conformi

ty with applicable stateand federal laws, regulations,and quality and 

safety standards. 


by the state agency are specified
(2) 	The methods and standards used in Exhibit 
A of this attachment. For any reimbursement issueo r  area not specifiedin 
Exhibit A ,  the retrospective Medicare standards and principles shall apply,
with the Medicare inpatient routine nursing salary cost differential paid
under 24 CFR 405.430 excluded. 

(3) The state shall comply with
the requirements shownin 42 CFR 447.250 
through 447.280. 

(4)  For medically necessary hospital inpatient services providedby in-state 

hospitals to infants underthe age of one
(1) with exceptionally high costs 
or long lengthsof  stay (definedas being those costs and daysof stay
which for newborns are after (30) days beyond the dateof discharge
for  the mothero f  the child and for all other infants are after thirty(30)
days from thedate ofadmission), the payment rate shall be set 110 
percent of the per diem payment rate, without regard tolength of stayor 

number of admissions of the infants. 


(5) Use of Upper Limits for In-State Hospitals 


A .  	 For acute care hospitals except hospitals with100 beds or less, an 
upper limit will be established on all costs (except Medicaid capital
cost) at the weighted median per diem cost for hospitalsin each peer 
group, using the most recent Medicaid cost report available as of 
December 1 of each year. For acute care hospitals with100 beds or 
less ,  the .upperlimit on all costs (except Medicaid capital cost)
shall be established at 110 percent of the weighted median per diem 
for hospitals in the peer group, using the most recent Medicaid cost 
report available as of December 1 of each year. For mental hospitals, 
an upper limit will be established on all costs (except Medicaidcapi
tal cost) at the weighted median per diem cost for hospitalsin the 

array. A mental hospital designated by the cabinet as a primary refer

ral and services resource for children
in the custody of the cabinet 

shall be exempt from the upperlimit for the arrayand shall be paid 

at actual projected cost with noyear end settlement toactual cost; 

the projected cost may be adjusted for usual cost living increases
o f  
using the Data Resources, Incorporated index. Upon being s e t ,  the 
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arrays and upper limits will not be altered due to revisions
or correc

tions ofdata; however the arrays or upper limits may be changed as
a 

result of changes of agency policy. Rehabilitation hospitals
and 

acute care hospitals considered to be primarily rehabilitative
in 

nature will notbe peer grouped or arrayed; these hospitals will
not 

be subject to usual peer group upper limitsbut will receive reimburse

ment at full reasonable cost. 


6. 	 The following upper limitsand payment principles shall apply to dis
proportionate share hospitals as definedin section (6) and attachment 
4.19-A, Exhibit A .  

1. Acute care hospitals with Medicaid utilization of twenty
(20) 

percent or higher, and hospitals having twenty-five
(25) percent 
or more nursing days resulting from Medicaid covered deliveries 
as compared to the total number of paid Medicaid days, shall have 
an upper limit set at 120 percent of the weighted median per diem 
cost for hospitalsin the array. In addition to the per diem 
amount computed in this manner, the hospitals shall bepaid (as

appropriate) additional amountsfor services to children
under 

age six(6) (as shown in section(6)(b)(2)). The hospitals shall 

also be paid disproportionateshare hospital payments as appropri

ate. 


2. 	 Designated state teaching hospitals and major affiliated pediat
ric teaching hospitals (i.e., those affiliated with aorpart of 
the University of Kentucky and the University of Louisville)
shall have an upper limit set at 126 percent of the weighted
median per diem cost for allother hospitals of comparable size 
(401 beds and up). The pediatric teaching hospitals shall also 
be paid, in addition to thefacilities’ base rate, an amount 
which is equal to two(2) percent of the base for each (1)one 

percent of Medicaid occupancybut this amount shall not exceed 

the prospective reasonably determined uncompensated Medicaid cost 

to the facility. In addition to the per diem amount computed

using the limits specified in this paragraph, the hospitals shall 

be paid (as appropriate) additional amounts for services to
chil
dren under age s i x  (6) (as shown in section (6)(b)(2)). The 
hospitals shall also be paid disproportionate share hospital 
payments as appropriate. 
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3. Mental hospitals with Medicaid utilization of thirty-five (35) percent or 
higher shall havean upper limit set at 135 percentof the weighted median per 
diem cost for hospitals in the array. The hospital shall also be entitled to 
disproportionate share hospital payments as appropriate. 

4. All other disproportionate share acute care hospitals shall have their upper limit set 
at the weighedmedian per diem of the cost for hospitals inthe array. In addition to the 
per diem amount computed in this manner,the hospitals shall be paid (as appropriate) 
additional amounts for services to children under age six (6) [as shown in section 
(6)(b)(2)].The hospitals shall also be paid disproportionateshare hospital payments as 
appropriate. 

(6) Provisions Specific to Disproportionate Share Hospitals 

A. 	Disproportionate share hospitals are those hospitals meeting the criteria specified 
in Section 1923 (b) and (d) of the Social Security Act andthose hospitals which 
may not meet such criteria but meet the criteria specified in Section 1923 (d) of 
the Social Security Act and meet this additional criteria: 

1. Acute care hospitals with Medicaid utilization of twenty (20) percent or 
higher and mental hospitals with Medicaid utilizationof thirty-five (35) percent 
or higher; 

2. Hospitals which are designated state teaching hospitals; 

3. Hospitals which are designated major pediatric teaching hospitals; 

4. 	Hospitals having twenty-five (25) percent or more nursery days resulting 
from Medicaid covered deliveriesas compared to the total number of paid 
Medicaid days; or 

5 .  Hospitals not meeting the criteria specified in paragraphs 1 through 4, but 
with Medicaid utilization of one (1) percent or higher. 
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~ _-___-___ __-_ _ _ _ _ ~  
R. For the period ending June 3 0 ,  1994 each disproportionate share 

hospital shall be paid a minimum disproportionate share 

payment amount of the type of hospital plus any earned 

adjustment to which the hospital is entitled. The hospital 

types, minimum payment amounts, and earned adjustments shall be 

as follows and shall be in effect only through the period ending 

.June 3 0 ,  1994 : 


1. 


i. 


3 .  

4. 


5. 


6. 


7 .  


8. 


9. 


Type I: These hospitals shall be those acute care and 

psychiatric instate hospitals serving a federally 

designated medically underserved area, a federally 

designated health manpower shortage area, or a primary 

care physician shortage area designed under
the rural 

Kentucky medical scholarship fund, when the hospital 

has fifty (50) beds or less. Minimum amount: Ninety

five (95) dollars per Medicaid day. 


Type 11: These hospitals shall be described in the 

same manner as TypeI, except these hospitals have 

fifty-one (51) beds to 100 beds. Minimum amount: 

seventy (70) dollars per Medicaid day. 


Type 111: These hospital shall be described in the same 

manner as TypeI except these hospitals have101 beds to 200 

beds and include rehabilitation hospitals. Minimum amount: 

fifty-five (55) dollars per Medicaid day. 


Type IV: These hospitals shall be described in the same 

manner as TypeI except these hospitals have201 or more 

beds and include rehabilitation hospitals. Minimum amount: 

forty-five (45) dollars per Medicaid day. 


Type V :  All acute care and psychiatric in-state hospitals 
with 100 beds and under except those described as TypeI or 

11. Minimum amount: forty-five (45) dollars per Medicaid 

day. 


Type VI: All acute care, rehabilitation, and psychiatric 

instate hospitals with101 to 200 beds except those that are 

Type 111. Minimum amount: thirty-five (35) dollars per 

Medicaid day. 


Type VI1 These hospitals shall be described in the same 

manner as Type I, except the type shall be limited to 

rehabilitation hospitals. Minimum amount: ninety-five (95) 

dollars per Medicaid day. 


Type VIII: These hospitals shall be described in the same 

manner as Type 11, except the type shall be limitedto 

rehabilitationhospitals.Minimumamount:seventy (70) 

dollars per Medicaid day. 


Type IX: All rehabilitation hospitals, with 100 beds a n d  
under except those described as Type VI1 or VIII. Minimum 
amount: forty-five (45) dollars per Medicaid day. 
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10. 	 Type X: All other in-state hospitals including psychiatric hospitals. Minimum 
amount: ten (10) dollars per Medicaid day. 

11. 	 Type XI: All out-of-state hospitals. Minimum amount: one (1)dollar per 
Medicaid day. 

C .  	 For the period ending June30,1994, each Type I through TypeX hospital shall havethe 
opportunity for an earned payment adjustmentbased on the provisionof indigent care (i.e., 
care provided to Medicaid recipients beyond the Medicaid covered days or to individuals 
or families with income under the poverty level). The earned adjustment shall equalten 
(10) dollars for each indigent dayof care provided plus an amount equalto the cost of 
the indigent care (atMedicaid rates) providedby the hospitalfor which there has 
been no direct or indirect payment(i.e.,where the cost of the care has notbeen paid 
or cost-shifted to other payors). A hospital shallbe presumed to have received 
payment for indigent care exceed other patientto the extent that other patient revenues 
costs, and to the extent that director other indirect paymentsare madeto the hospitalfor 
the indigent care. 

D. 	 Each Type XI hospital shall qualify for an earned adjustment whichis equal to ten 
(10) cents for each one(1)percent of Medicaid occupancy above one(1)standard 
deviation. 

E. 	 Effective with regard to medically necessary hospital inpatient services provided by 
all Kentucky disproportionate share hospitals or after July 1,1991,to children 
under the ageof six (6) with exceptionally high costs or long lengthsof stay (defined 
as being those costsand daysof stay which for newborns areafter thirty (30) days 
beyond the date of discharge for the mother of the child and for all other infants are 
after thirty (30)days from the date be set at110of admission), the payment rate shall 
percent of the per diem paymentrate, without regardto length of stay or number of 
admissions of the children. 

F. 	 In compliance with section 1923(c)(3)(B)of the Social Security Act, the following 
policy shall be effective on March 1,1994. 

Any acute care disproportionate share hospital 100 beds or less (Types I, 11, and 
V) may qualify for an earned adjustmentto its minimum payment amount. The 
aggregate (total)amount available to a facility to be earned shallbe determined 
using statistical datafrom the period of July 1,1993 throughFebruary 28,1994, with 
the determination made in the following manner: multiply the facility's rate for 
April 1,1993, by the number of Medicaid days forthe period of July 1,1993 through 
February 28,1994; compare that amountto the amount the facility was correctly paid 
for the period of July1,1993 through February 28,1994, for Medicaid days; 
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if the amount the facility was paid was less than the amount the facility would havebeen 
paid using the April 1,1993, ratethe facility may earn the difference (the aggregate)so long 
as the difference was notin excess of the actual cost to the facility of providing Medicaid 
services. The adjustment may be earned by participation in the Medicaid program, payable 
at the rate of one-fourth (1/4) of the aggregate total for each monthof participation 
beginning with March 1994,and ending with June1994. 

G. 	 Any acute care disproportionate share hospitalof 100 beds or less shall receive a minimum 
disproportionate share hospital paymentof $200,000 for the period of March 1,1994 
through June30,1994. This payment shallbe made in two (2) equal installmentsof $100,000 
each with the first payment amountto be paid onor before March 1,1994, and the second 
payment amountto be paid on or before June 30,1994. 

In compliance withSection 1923(c) (3) (B) of the Social Security Act, effective June 15,1994 
any psychiatric disproportionate share hospitalof 100 beds of less shall receive an 
adjustment to the fiscal year 1994 payment thatconsist of a base payment of $200,000 and 
an additional amountfor each indigent day payable at theMedicaid rate plus $10, as 
specified in section C. 

H. 	 Only in fiscalyear 1994, an adjustment to the state fiscal year 1994 payment will be made to 
all qualifying hospitals which shallbe the difference between payments madeby using a 
distribution method based oneach hospital's proportion of the cost of inpatient indigent 
care payable at theMedicaid rate plus$10 and each hospital's proportion of the total 
cost of indigent care, not to exceed available funds. 

I .  Effective July1,1994,the following policy shall be in effect: 

1. 	 Type I hospitals shall be those in-state disproportionate share hospitals participating 
in the Medicaid program. 

2. 	 Type I1 hospitals shall be those out-of-state disproportionate share hospitals 
participating in the Medicaid program. 

3. 	 Disproportionatesharepayments to anyhospitalshallnot exceed 
uncompensated cost of care as defined in OBRA '93. Subject to this limitation, 
calculation of payments to Type I hospitals shallbe made asfollows: 

The funds shall be distributedto each qualifying hospital accordingto its proportion to the 
total funds available for the year. The proportions shallbe calculated by dividing the cost 
of each hospital's indigent care by the total cost of indigent carefor all qualifying hospitals. 

TN No. 94-12 
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4. Type I1 hospitals shallqualify for a paymentof $1.00 per Medicaid day. 

J.  	 For the period beginning December 31,1994, subject to the limitations in OBRA '93, 
disproportionate share hospital paymentsshall be made according to the following: 

1. A disproportionate share paymentshall be based on the type of hospital. There shall 
be five types of hospitals: (a) Type I hospitals shall bethose in-state hospitals with100 
beds or less; (b) Type I1 hospitals shallbe those in-state hospitals with 101beds ormore, 
except for those hospitals that qualify asType 111or Type IV' (c) Type I11 hospitals shall 
be those in-state hospitals that havebeen designated as state universityteaching 
hospitals; (d) Type IVhospitals shallbe state-owned psychiatric hospitals; and (e)Type 
V hospitals shall be out-of-state disproportionate sharehospitals. 

2. For Type Iand Type I1 hospitals paymentwill be based upon available funds. The 
funds shall be distributed to each qualifying hospitalaccording to its proportionto the 
total funds available for the year. The proportions shallbe calculated by dividing the 
cost of each hospital's indigent care by the total cost of indigent care for all qualifying 
hospitals. In addition to the amountdescribed based upon available funds, anyType I 
hospital shallreceive a base disproportionate share paymentof $200,000 for the period 
of December 31,1994 through June30,1995. 

3. For Type 111and Type IVhospitals, the payment shallbe equal to the sum of the costs 
of providing services to Medicaid patients, less the amount paid under 
nondisproportionate share provisionsand the costs of services to uninsured patients, 
less any payments made. 

4. 	For Type V hospitals, payment shallbe one (1)dollar per Medicaid day plus an 
additional amount equal to ten (10) cents for each one (1)percent of Medicaid 
occupancy above one(1)standard deviation. 

K. During statefiscal year 1995, the limit in this section shall applyonly to hospitals 
that havebeen designated as a "High Disproportionate ShareHospital". To qualify as a 
"High DSH,  a hospital must: 

1. Be a public hospital, and 
2. Meet one of the following two categories: 

a. The hospital must haveMedicaid utilization at least one standard 
deviation above the meanMedicaid utilization rate in theState; or 
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b. 	The hospital must have the greatest number of Medicaid inpatient daysof 
any hospitalin the State, in the previousfiscal year. 

During this year such a hospital, shallbe allowed a limit thatis 200% of the limit 
described inOBRA ‘93. 

Effective February 20,1995, to be classified as a TypeI11 hospital, a university 
teaching hospital must make a requestto the Departmentfor Medicaid Servicesfor 
Type I11 status. Any hospital approved as a Type ofI11 hospital shall agree as part 
its request to forgo anylocal orstate governmental contributionsfor charity care and 
to provide up to 100 percent of the state matching fundsnecessary to secure federal 
financial participation through an intergovernmental transfer. 

To qualify for the base payment of $200,000 as outlinedin J. 2., hospitals must 
submit to the Cabinet a written commitmentand adescription of a planning 
approach by the hospitalto work withlocal health department(s)and other 
appropriate providers to provide medical services to the indigent. This plan shallbe 
based on community health needs assessment using a methodology approvedby the 
Cabinet. This plan shallbe submitted for review by the Cabinetand the General 
Assembly’s Interim Committee on Health andWelfare no later than June30,1995. 

N. 	Type I and Type I11 hospitals shall submit,by the 15th of each month, reportsto the 
Department for Medicaid Services and the Legislative Research Commission. These 
reports shall indicate the numberof indigent patients treatedfor the prior month 

1,1990, 

and the costs associated with their care. 

(7) Payments to Participating out-of-state Hospitals 

A. Effective with regard to services provided on or after julyY 
participating out-of-state hospitals shallbe reimbursed for covered inpatient services 
rendered eligible Kentucky Medicaid recipients at the rateof seventy-five (75) percent of 
usual and customary charges,up to the in-stateper diem limitfor a comparable size 
hospital, except as specified in (b). 
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B. Effective with regard to medically necessary hospital inpatient services 
provided on orafter July 1,1991, to infants under theage of one (l),and for children 
under the age of six (6) in disproportionate share hospitals (determinedin the same 
manner as forin-state hospitalsexcept that out-of-state hospitals are not includedin 
facility arrays) for days of stay whichfor newborns areafter thirty (30) days beyond the 
date of discharge for the motherof the child and for all other children areafter thirty 
days from the dateof admission, participatingout-of-state hospitals shallbe paid at the 
rate ofeighty-five (85)percent of the usual and customary actualbilled charges up to 
110 percent of the per diem upper limitfor the in-state peer group for comparable sized 
hospitals in recognition of exceptionally high costs and lengths of stay related to infants 
under the age of one (l), and children underage six (6) without regard to length of stay 
or number of admissions of the infants children. 

C. Professional costs (i.e., physician fees) for all covered days of stay shall be 
paid at seventy-five (75)percent of the usualand customary chargesof the provider. 

Special Payment Rates and UpperLimits Period 

Provider taxes shall be considered allowable cost. For the rate period 
beginning July1,1993, the allowable cost of the tax shall be added to the 
hospital rate withno offsets and without regard for usual upper limits. For 
subsequent rate periods thecost (excluding, effective March 1,1994, any 
perdiem rate adjustmentfor the prior rate period relating to provider taxes) 
shall be shown in the appropriatecost report with adjustment asnecessary to 
reflect an annual amount. 

Allowable cost growth fromthe prior rate base year to the new ratebase 
year shall be limitedto not more thanone and one-half (11/2) times the Data 
Resources, Inc.inflation amountfor the sameperiod; limits shallbe applied 
by component (capital and operatingcost only); cost growth beyond the 
allowable amounts shall be considered unallowablecost for rate setting 
purposes. 
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(10) Public Processfor Determining Rates for Inpatient Hospitals 
4 

The State has in place a public process which complies with the 
requirements of Section 1902(a)(13)(A)of the Social Security Act. 
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